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February 25,2004 

The Honorable Jeff Hatch-Miller 
Commissioncr 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, AZ 85007 

Re: In the Matter of UNS Gas, Inc. and Citizens Communications Company-Filing 
For Approval o f  Purchased Gas Adjustor Surcharge 
(Docket No. G-01032E-03-05 Is> 

Dear Commissioner Hatch-Miller: 

UniSource Energy Corporation appreciated the opportunity to participate in the Open Meeting 
held by lhe Arizona Corporation Commission last night in Prescott. We look forwaxd to 
developing solutions to the concerns raised by all in attendance. We are committed to ensuring 
that the questions and concerns raised by our customcrs and the Commissioners are aaswered in 
a prompt and comprehensive manner. 

At last night’s meeting you requested responses from UniSource Energy Services (“UES”) on 
two matters - the first related to customers who stated that their winter season bills had increased 
over 100 % and the other related to what UES has done to protect its customers on natura! gas 
prices for this winter season. Our response is as follows: 

Winter Season Bill Analysis 

As a point of reference, the average Prescott area used approximately 118 therms in January. At 
that usage level, the combined effect of the 21 % base rate increase, the PG’A cost and the PGA 
surchargc would have resulted in a January 2004 bill versus January of 2003 increase of 
approximately 63 Yoo. 

At this time we have identified four customers who spoke at last night’s meeting and indicated 
they had experienced increases of over 1 00 % this winter as compared to the winter of 2002- 
2003. Detail on each such customer is enclosed showing a comparison of the bills for this ycar 
and last ycar . Wc are continuing to review each of these situations to identify possible energy 
savings solutions - especially in cases of significant usage increases that do not appear to be 
weather related. 



Additionally, inspeclions that were conducted today have confinned meter accuracy and system 
integrity at each customer location. 

Wc arc still in the process of reviewing the transcript from last night’s meeting and will 
supplement this response if additional customers in the “over 100 % increase” category arc 
identified. 

Gas Procurement Policv 

To assist you in understanding our gas procurement policy and its results, we arc enclosing a 
prcsentation entitled “UNS Gas, Inc. - Stabilization Plan Overvim dated February 4,2004.” 
This presentation provides an overview of our gas price stabilization policy and provides a 
summary of the rcsults we have achieved to stabilize gas prices for our customers. 

By way of background, UniSource Energy inherited gas contracts entered into by Citizens as part 
of Citizens’ pricc stabilization policy, implcrncntcd consistent with Commission workshops and 
Decision No. 61225. Under this policy, Citizens periodically purchased gas quantities at fixed 
prices for future month deliveries, with the goal of stabilizing customer prices for the next 12 
months. Following the acquisition of thc Citizens properties last August, UES expanded this 
policy atid made the decision to increase the amount of fixed-pricc purchases for the 2003/2004 
winter season (Novembcr through Mach) to roughly 70 percent of estimated total purchases, due 
to the high volatility of gas prices expect4 in those months. Prices for the remaining 30 percent 
(adjusted for actual usage differing from estimates) of gas purchases are set at the beginning of 
the delivery month. 

As to results achieved for this winter season, UES was able to save our customers an estimated 
$1.9 million dollars h gas costs during Deccmber and January as comparcd to spot market prices 
in those months. For further detail, I refer you to the enclosed presentation slide entitled 
“Savings of Hedged Portfolio vs. Spot Prices.” 

At the end of 2003, UES evaluated and updated the price stabilization policy. To address the 
recent increases in gas prices and volatility, and their potential a&% on our customers, we 
decided to increase the time horizon of fixed-price purchases from one to three years, and 
increase the minimum fixed-price purchase volumes from 30 percent to 45 percent. 

We are available to you or any of your staff members to provide morc detail on any of this 
information. Specifically, Mr. David Hutchens, TEP’s General Manager of Fuels and Wholesale 
Power, is available for a mccting to answer any additional questions you may have regarding the 
natural gas procurement policies for UES. 



Again, we appreciate the opportunity to work in a cooperative manner with the Commission and 
our customers towards a comprehensive solution to stability in ndtural gas pricing for thc benefit 
of all UES customers. 

Yours very truly, /7 

Dcnnis R. Nelson 
Senior Vice President and 
Chief Operating Officer 

Original and 13 copies filed this A6 day 
of February, 2004 with: 

tp 

Docket Control 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copies of 1e foregoing hand-delivcrcd/mailed 
this a $' day of February, 2004 to: 

Chairman Marc Spitzer 
Commissioner William A. Mundell. 
Commissioner Mike Glcason 
Commissioner Kristin Mayes 

Ernest G. Johnson, Utilities Division Director 
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